The State of Delaware

Other Post Employment Benefits Background

May 8, 2023

© 2023 WTW. All rights reserved. Proprietary and Confidential. For WTW and WTW client use only. Not suitable for




Disclaimer

Willis Towers Watson has prepared this information solely in our capacity as consultants under the terms of our engagement with you with
knowledge and experience in the industry and not as legal advice. This information is exclusively for the State of Delaware’s State Employee
Benefits Committee to use in the management, oversight and administration of your state employee group health program. It may not be
suitable for use in any other context or for any other purpose and we accept no responsibility for any such use.

Willis Towers Watson is not a law firm and therefore cannot provide legal or tax advice. This document was prepared for information
purposes only and it should not be considered a substitute for specific professional advice. As such, we recommend that you discuss this
document with your legal counsel and other relevant professional advisers before adopting or implementing its contents. This document is
based on information available to Willis Towers Watson as of the date of delivery and does not account for subsequent developments after
that date.

Willis Towers Watson shares available medical and pharmacy research and the views of our health management practitioners in our capacity
as a benefits consultant. We do not practice medicine or provide medical, drug, or legal advice, and encourage our clients to consult with
both their legal counsel and qualified health advisors as they consider implementing various health improvement and wellness initiatives.

This material was not prepared for use by any other party and may not address their needs, concerns or objectives. This document may not
be reproduced, disclosed or distributed to any other party, whether in whole or in part, other than as agreed with you in writing, except as
may be required by law.

We do not assume any responsibility, or accept any duty of care or liability to any other party who may obtain a copy of this material and any
reliance placed by such party on it is entirely at their own risk.
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Other Post Employment Benefits (OPEB) 101

. Blenefits paid by employer but received after employment ends; not part of pension
plan
— Healthcare (medical, dental, Rx, vision)
— Life insurance
— Disability
— Group legal
— Long-term care

* Not part of OPEB

— Leave (vacation, sick leave, etc.)

— COBRA (Statement 47)

— Early Retirement Incentives (Statement 47)

— Life insurance, disability, etc. that is part of pension plan

« Postretirement benefits are offered to attract and retain qualified employees
— Therefore, entities should recognize costs while employees are active

Source: OPEB 101 prepared by Cheiron
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Rating agencies cite that an adverse credit rating could
be issued if governments fail to show substantive
progress over time in funding OPEB liabilities or do not

v

Background

GASB 43/45enacted: | Changes in health plan eligibility  ,oquce a reasonable plan to meet annual OPEB
government employers and cost sharing contributions contributions. Rating agencies expressed concern
required to measure and for retirees as of 2012 about Delaware’s unfunded healthcare liabilities in 2019

report OPEB liabilities

2004 2005 2012 2013 2018 2019

Delaware had first Original Retiree Benefits ~ State of Delaware State adopts Employer Executive Order 34 Retiree Benefits Study
FASB 106 valuation Study Committee: Pay-go  OPEB Trust Fund Group Waiver Plan reestablished Retiree Committee issued

for the OPEB plan. funding not sustainable, established (EGWP) for Medicare Benefits Study recommendations on areas
Detailed financial multi-year funding plan is retiree prescription drug Committee for further exploration
information for the needed (State Employee coverage, yielding $1.3B State Employee Benefits
OPEB plan was not Pension Plan as model) in OPEB reduction Committee voted to
required on the State’s implement Group Medicare
audited financial Advantage plan with
statements Highmark

Current State

+ Unfunded OPEB Liability: $8.4b as of 7/1/2022, projected to grow to $20.7b as of 7/1/2042
» OPEB Funding: Currently the State has a funding policy which is an appropriation of 0.36% of payroll. As of 7/1/2022, OPEB assets were $582 million

* GHIP outlook: Special Medicfill Medicare Supplement plan is self-funded (State pays claims and administrative fees) and is pooled with active and pre-65 retiree
plans under Group Health Insurance Plan (GHIP). GHIP has experienced several consecutive years of budget surplus and therefore premium rates held flat;
projected shortfall due to rising health care costs has necessitated rate action for non-Medicare plans in 7/1/2022 and 7/1/2023

« State benchmarking: 19 states (38%) offer choice between Medicare Supplement and Medicare Advantage plans, 16 (32%) offer Medicare Advantage only, 16
(32%) offer Medicare Supplement only and 5 states offer individual Health Reimbursement Account (HRA) to purchase coverage*

* Some states provide different offerings to retiree cohorts and are counted twice; see details presented in accompanying document
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Options to Reduce OPEB Liability

Spectrum of available options

Benefit Caps

e by )
g based Health g g
v v v v v
= Freeze plan to new hires = Set defined dollar benefits = Eliminate group plans » Reduce liability = Eliminate benefits
* Reduce benefits offered (e.g., subsidy cap) and facilitate access to through funding for all retirees
to retirees (increase = Adopt account-based individual Medicare approach
deductibles/copays, etc.) benefits (e.g., retiree marketplace
* Introduce alternative plan Health Reimbursement » Provide Health
types (Group Medicare Accounts) Reimbursement
Advantage, etc.) Account subsidy

= Change retiree eligibility
requirements

= Change spousal benefit
eligibility
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Additional Reference Material
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Overview of Medicare

* Medicare includes the following components
« Part A pays most of the cost of inpatient hospital stays
« Part B covers a large portion (typically 80%) of the cost of outpatient services including doctor’s office visits, diagnostic
tests, x-ray and lab services
» “Original Medicare” includes Part A and Part B
« Part C — Medicare Advantage — combines Parts A, B and (typically) D with integrated hospital, physician and drug
coverage in one plan, usually based on a local network (HMO, PPO) that is not available in all geographies
« Part D covers prescription drugs (starting in 2006)
* Medigap is Medicare Supplement Insurance that helps fill "gaps" in Original Medicare
* Retiree must also enroll in Medicare Part A and Part B and pay the monthly Part B premium
* Medigap Plans A, B, D, G, K, L, M, and N have standardized plan designs and are available to all individuals newly
eligible for Medicare
« Medigap Plans C, High Deductible F, and F are only available to individuals eligible for Medicare prior to 1/1/2020
* Medigap Plans F and G most closely match Delaware’s Special Medicfill plan, which covers nearly 100% of the costs

after Medicare

* An employer cannot contract directly with individual plans available to Medicare retirees in the Individual Medicare
Marketplace, but can provide a financial subsidy for Individual Marketplace plans through a Retiree Medical Savings
Account (RMSA) or Health Reimbursement Account (HRA)
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Financial Reporting History

Pension Plans OPEB Plans

1985 — FASB 87 1990 — FASB 106

Financial Reporting for
Private Sector Postemployment healthcare Private Sector
Plans

Financial Reporting for Pension
Plans

2004 — GASB 43/45

Financial Reporting of
Financial Reporting of Information about plan assets Governmental
Governmental Pension Plans and liabilities postemployment healthcare

Plans

1994 — GASB 25/27

Information about plan assets
and liabilities on government
footnotes

2012 — GASB 67/68 2016 — GASB 74/75

Improve financial reporting of ~ Financial liability reported on
Transparency postemployment healthcare balance sheet

plans Transparency

Improve financial reporting of
pension plans
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